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FAMILY ECONOMICS & FINANCIAL EDUCATION

SAVINGS TOOLS

Once an individual has determined how much money is appropriate for their savings fund,

they must determine which savings tools to place their money in. Savings tools are secure
and liquid accounts offered by depository institutions that assist in the management of a
savings fund. The five most common types of savings tools are checking accounts, savings
accounts, money market deposit accounts, certificates of deposit, and savings bonds.

Savings tools provide asset protection because they are very secure. Most
depository institutions offering savings tools are backed by government ortant to determine

insurance. The most common type of government insurance is offered by the avings tools are

F
|) | Federal Deposit Insurance Corporation (FDIC). FDIC is a federal | R
government agency that insures member depository institutions against loss. o assist in the
I If a depository institution covered by FDIC fails, FDIC will restore the lost ent of personal
C funds up to $250,000 per account. As long as there is not more than
$250,000 in any single account, then the owner of the account will receive the

entire value of their account.

CHECKING ACCOUNT
DEFINITION: ACCESSIBILITY:

Checking accounts could also be named a A checking account is the most liquid of all the savings tools

goals.

transaction account because it is a tool used to because the money is considered cash. The funds are easily
transfer funds deposited into the account to accessed through a check, an automated teller machine (ATM),
make a cash purchase. a debit card, the telephone, or Internet.

INTEREST: FEATURES:

Checking accounts may be either non-interest or Checking accounts are available at depository institutions.
interest earning. If they are interest earning, the They are popular among consumers because they reduce the
interest rate is usually the lowest available for need to carry large amounts of cash. Many different types of
any of the savings tools. checking accounts are available and the requirements for each
one are different. Some require a minimum balance, charge

ening a checking transactions fees, or have limits on the number of checks written

B all of the each month. Many of the checking accounts available for

' participants are free which means there are no minimum balance

i restrictions. requirements and it allows unlimited check writing.

SAVINGS ACCOUNT

DEFINITION: INTEREST:

A savings account is an account to hold money not Savings accounts are interest-earning, but have lower

spent on current consumption. It allows for frequent interest rates compared to other savings tools except
deposits and withdrawals of funds, is easily accessible,  checking accounts.

and can be used as a place to store money for

emergencies or to temporarily hold money not needed

for daily living expenses.
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SAVINGS ACCOUNT, CONTINUED

ACCESSIBILITY:

Savings accounts are more liquid than
everything except checking accounts because a
consumer can easily get money out of a savings
account in a few minutes. They are accessible
through the depository institution, ATMs,
telephone, or Internet.

FEATURES:

Savings

accounts are available at depository institutions.

Requirements of a savings account will vary depending upon the
depository institution. For example, some savings accounts may
have minimum balance requirements. However, the federal
government mandates that savings accounts allow six electronic
withdrawals each month. If this electronic withdrawal limit is

reached, the owner of the savings account will be charged a fee for

nts of a savings account will
ding upon the depository

every transaction exceeding the limit. The amount of the fee
depends upon the depository institution. Before opening a savings
account, consumers should be aware of all requirements,

restrictions, and fees associated with the account.

MONEY MARKET
DEPOSIT ACCOUNT

CERTIFICATE OF
DEPOSIT

DEFINITION

A money market deposit account is a government
insured account offered at most depository
institutions.

INTEREST

Money market deposit accounts offer tiered interest
rates. Tiered interest rates mean the amount of
interest earned depends on the account balance. For
example, a balance of $10,000 will earn a higher
interest rate than a balance of $2,500.

ACCESSIBILITY

Money market deposit accounts have a minimum
balance requirement and are limited to a certain
number of transactions each month (less than a
savings account). Therefore, money market deposit
accounts are less liquid than checking and savings
accounts.

FEATURES

Customers are usually required to deposit a
minimum amount to open a money market deposit
account (typically $1,000). If the average monthly
balance falls below a specified amount, the entire
account will earn a lower interest rate. Money
market deposit accounts have a higher average return
than checking and savings accounts; less liquidity is a
trade-off for a higher return.

TaRE
cccccc

DEFINITION

A certificate of deposit (CD) is an insured interest
earning savings tool that allows restricted access to the
funds. The deposits in CDs have to be held for a certain

length of time, which can range from seven days to eight

years.

INTEREST

The interest rate of a CD varies depending upon the
specified time length and amount of money deposited. In
most cases, the longer the length of the CD and the higher
the deposited funds, the higher the interest rate will be.

ate on a CD is determined by the
e deposit and the amount of money

ACCESSIBILITY

CDs are less liquid than checking, savings, and money

market deposit accounts. If the funds are withdrawn
before the end of the designated time period, the owner of
the CD will be assessed large penalty fees.

FEATURES
CD'’s are offered by depository institutions. If the funds
are held for the designated time period, then CDs are
simple with no risks and no fees. The deposits in a CD
can range from $100 to $250,000. A person would not
want to exceed $250,000, because the funds would no
longer be insured.
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SAVINGS BOND

DEFINITION: ACCESSIBILITY:

A bond is similar to a loan but is given to a company Savings bonds are the least liquid of all the savings tools.
or the government. There are many different types of Access to funds is restricted.

bonds available but only one is considered a secure
savings tool. A savings bond is a discount bond nds are the least
purchased for 50% of the face value from the I the savings tools.

government. For a $100.00 savings bond, a person

would invest $50.00.

Savings bonds are affordable and safe because they are
INTEREST: backed by the U.S. government. They can be purchased for
Savings bonds are redeemed once they double in $25.00-$10,000.00. Savings bonds offer certain tax
value. The amount of time it takes a savings bond to  benefits. Interest earned is exempt from being taxed until
double in value depends on the current interest rate the bond is redeemed. If the bond is used to pay for college,
offered. it is tax exempt when redeemed.

LIQUIDITY AND INTEREST

Checking Account Most Liquid/Lowest Interest

FEATURES:

Savings Account

Money Market Deposit 0 ’

Account a goal to develop an emergency savings fund of
$2,000, they would want to use a very liquid account
to allow the money to be used for unknown

Certificate of Deposit emergency situations. A savings account would work

well to help reach this goal, because the funds in a
Savings Bond V' Least Liquid/Highest Interest savings account are very liquid and accessible in
emergency situations. However, if a family wants to
save for a vacation in one year, the money being saved
does not need to be liquid for an entire year.
Therefore, the family could utilize a CD or savings
bond with a maturity date one year in the future. By
understanding the features of different savings tools,
an individual can choose which tools will help them

HIGHER INTEREST RATES ARE A reach their financial goals.
TRADE-OFF FOR LOWER LIQUIDITY.

DEPOSITORY INSTITUTIONS

It is important to understand specific features of savings tools will vary among different depository institutions.
Every depository institution will offer different interest rates, accessibility options, fees, penalties, and minimum
balance requirements for the same type of savings tool. Therefore, once the appropriate savings tool has been
selected, it is important to research and compare that savings tool at different depository institutions in order to
find the best option. Keep in mind an individual is not limited to one depository institution. An individual can
choose to have different savings tools at different depository institutions.

* © Family Economics & Financial Education — May 2010 — Saving Unit — Savings Tools — Page 3

Tane
% - ;-:‘:;:2: . _|115li1L1LC Funded by a grant from Take Charge America, Inc. to the Norton School of Family and Consumer Sciences Take Charge America Institute at The University of Arizona AT}"OE#I{Q:X%LS}LW TAKE CHARGE AMERICA
B P e e s X .



